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Abstract
Thispaperexamineslinksbetweenexchangeratepolicyand
fundamentalsusingreal-timedata.U.S.macroeconomicnewshasearlier
releasetimescomparedtocorrespondingJapanesenews.Withmarket
uncertainty,promptnewspromotesquickexchangerateresponses.
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Introduction
Onlysmallprogresshasbeenmadeinpredictingandexplaining
exchangeratemovementswithfundamentals(Meese&Rogoff,1983).
Overthelast20years,rapidlydevelopedfundamentals-basedmodels
haveperformedwellinexplainingexchangeratemovementsoverthe
longrun.Econometricanalysestoexplainshort-andmiddle-term
movementsinexchangerateshavehadlimitedsuccess.Fewanalyses
show山epoorperformanceofempiricalmodelsinaccountingfbr
exchangeratemovementsintheshort-andmiddle-term.
EhrmannandFratzscher(2004)documentedtwoapproachesto
explainshort-andmiddle-termexchangeratemovements.Oneofthem
isthechartistbehaviorofmarketparticipants(e.g.,Allen&Taylor,
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1990;Cheung&Chinn,1999)andtheotheristheseminalworkbased
ontheinformationprocessingmechanismoforderflow(Evans&
Lyons,2002).However,sometradersreacttoeconomicfundamentals
andorderflowiscloselylinkedtonewsaboutfundamentals(see
Ehrmann&Fratzscher,2004;Evans&Lyons,2003).
Thispaperanalyzesthelinkbetweenexchangeratesand
fundamentalsandarguesthatfundamentalsmodelsfailtoprovidethe
"true"informationneededformakingtradedecisionsinforeign
exchangemarkets.Real-timedataareusedforannouncementsof
monetarypolicydecisionsandmacroeconomicvariablesinJapanandthe
U.S.
Section20fthispaperexplainstherationaleforusingreal-time
dataandSection30utlinestheeconometricapproachandprovides
results.
ExchangeRates,FundamentalsandNews:EconometricModel
Accuratemeasurementofeconomicfundamentalsisadifficult
problem.Mostempiricalstudiesemploythemostrecentvintagedata,
thatis,thefinal,reviseddatathataregenerallyreleasedseveralmonths
orquarterslater.Needlesstosay,thereareanumberofproblemswith
usingsuchdata.Economicvariablesaremostlyreleasedonlyafter
considerabletimelag.'Moreover,thefirstreleaseoffundamentalsdata
isusuallyrevisedatleastonceandinsomecasesseveraltimes.It
sometimestakesseveralmonthsforthefinaldatatobereleased.2Some
studieshaveuseddailyforeignexchangeratedata(e.g.,Yamori&
Kurihara,2004),whichalsoanalyzesthe"Mondayeffect"intheforeign
exchangemarkets).Somestudieshaveanalyzedtheeffectofreal-time
dataonforeignexchangemarkets(e.g.,Andersen&Bollerslev,1998;
Goodhartetal.,1993),however,theyfocusonexplainingchangesinthe
conditionalvariables.Thispaperattemptstoanalyzetheeffectofreal-
timemacroeconomicnewsontheconditionalmeanprocessofforeign
exchangemarkets.DatasourcesincludetheNikkei(Japanese),Federal
Reserve,andReutersdatabaseandthesampleperiodisfrom1995to
2003.
Thispaperusesweightedtheleastsquares(WLS)procedure.
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Estimationiscompletedbyregressionusingtheweighteddependentand
independentvariablestominimizethesum-of-squaredresidual.The
benchmarkmodelisasfollows:
△(1net)=α+Σβ(1net-1)+△Σγsust+△ΣδsJAPANt+ζ]Mon+Fri+εt(1)
whereecisthedaily,nominalUSdollar-Japaneseyenexchangerate.sc
arethenewssurprisesineachmarket,andMonandFriaccountfor
potentialday-of-the-weekeffects.Exchangeratelagsareincludedto
correctforpossibleautocorrelations.stisnon-normalandheteroskedastic
term.
Inthefirststep,theestimationisperformedviaOLS.Thenext
stepestimatestheresiduals.Then,theestimatedvolatilityisestimatedas
instrumentintheWLSmethod.
EmpiricalResults
TablelshowsthenewseffectsontheJapaneseyen.ForUS,
mostofthevariableshavethecorrectandsignificantsignintermsof
improvementinrealeconomicnewsandconditions,3whichisnottrue
forJapan.Tablelalsoshowsthatshockhasasignificantandlarge
effectontheU.S.dollar.
Tablel
ExchangeRateResponsetoMacroandMonetaryPolicy
USAnnouncement JapanAnnouncement
Monetarypolicy
CPI
GDP
Unemployment
Tradebalance
一1.902***(-3.976)
0.223**(2.122)
-0.672**(-2.358)
1.923***(3.023)
-0.223(-0.986)
Monetarypolicy
CPI
GDP
Unemployment
Tradebalance
一〇.772(-1.082)
-0.072*(-1.582)
0.213(0.674)
-0.055(-0.824)
0.032(0.715)
ThelackofsignificantnewseffectsfromJapandoesnotmean
thattheexchangeratedoesnotreactinasystematicfashion.4Totest
this,twoindicatorsareincludedinequation(1).Iindicatesgoodnews
(lus=1,fbrexample),badnews(lus=-1),andnonews(lus=0).
△(1net)=α+Σβ(1net.1)+γIust+δIJAPANt+ζMon+Fri+εt(2)
Equation(2)isestimatedbytheWLSmethod.Tables2aand2bpresent
一179一
theresults.5
Table2a
ExchangeRateResponsetoJapaneseCompositeIndicator
Positivesurprise0.0431**(2.482)Negativesurprise0.0726**(2.392)
Surprisesinsame
directioninUS
0.0522(0.872)Surprisesin
differentdirection
inUS
0.0627(1.488)
Table26
ExchangeRateResponsetoU.S.CompositeIndicator
Positivesurprise一〇.123***(-6.823)Negativesurprise一〇.102***(-3.242)
Surprisesinsame
directioninUS
一〇.129**(-2.215)Surprisesin
differentdirection
inUS
一〇.092*(-1.803)
Note.***,**,and*denotesignificanceat1%,5%,and10%.
bracketsaret-statistics.
Numbersin
Estimatesofthesizeoftheexchangerateresponsebecome
statisticallysignificant.Eachparametershowstheexpectedsign.Thisis
animportantpoint.Japanesenewsaboutfundamentalsalsohasa
significanteffectontheexchangerateasawhole,evenifthee脆ctis
smallerthanforU.S.news.
Conclusion
Monetarypolicyandmacroeconomicfundamentalsareimportant
influencesonexchangerate.Newsofeconomicdevelopmentsinthe
U.S.playabiggerroleinexplainingexchangeratemovementsthanthe
newsinJapan.ThismaybepartlyduetothefactthatU.S.
announcementsareusuallyreleasedearlierthaninJapan.Thesefindings
maynotreflecttherelativelygreaterimportanceoftheU.S.economy.
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Notes
Goodfriend(1986)andStein(1989)revealedinherenttime
consistencyproblemincommunicationpolicies.Ontheotherhand,
Vitale(2003)statedthatanalternativesolutiontothetime
consistencyproblemisforthecentralbanktoconductactualforeign
exchangeinterventions.
Theuseofreal-timedataalterstheresultsandinterpretationsof
economicmodels.SeeOrphanides(2001).
ThisresultconcurswithAndersenetal.(2003).
Blinder(1998)acknowledgedcommunicationpolicyasplayinga
seminalroleinimprovingtheeffectivenessofpolicy.Dominguez
andFrankel(1993)statedthatoralinterventionsinfluencethe
exchangerate.Fratzscher(2004)showedthatofficial
communicationsinfluencetheU.S.dollar-euroandyen-U.S.dollar
exchangeratesinthedesireddirection.
Thedrawbackofthisapproachisthatthecoefficientscanbe
interpretedasaveragemeasuresofthenewseffects.
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